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EDITORIAL DEPARTMENT NOTE 


In the first article in this issue of the Bulletin, A. B. Hossack, 
Executive Vice President of the American Appraisal Co., discusses 
the problems with which industry will be faced in the early postwar 
period in readjusting their ony & —_ methods to the needs 
of the period ahead. Mr. te Civil Engineer of 
Worcester pig men Institute and a cane of various engineering 
societies. requent speaker before N.A.C.,A. chapter Rey ay 
and at national conferences, Mr. Hossack has long been active in 
field of depreciation, amortization, property values, financing, taxation, 
and other fields relating to property accounting. 

The employee retirement income plan of G. LeTourneau, Inc, 
Peoria, Til, is described in our second article by David W. Covey, 
Insurance Manager of that company. A graduate of the University 
of Illinois, he joined the LeTourneau organization in 1942 as a mem- 
ber of the Accounting ent after several years in the construc- 
tion field. He assumed his present position as Insurance Manager 
last summer. Mr. Covey has been an active member of the Peoria 
Chapter since 1942. 

ow the centralizing of office service can lead to greater efficiency 
and how this centralization was achieved by the Homelite Corporation 
of Port Chester, N. Y., is described in our third article written by 
Louise A. Merritt, Office Manager of that company. Educated at 
Columbia University, Miss Merritt has also taken special courses at 
Yale and New York University. She joined her present company in 
1937 as Chief Accountant after previous experience in insurance 
underwriting. La eg ago she was made Office Ma r. In 
addition to N.A. Miss Merritt is a member of the National 
Office AAAS Association and the New York League of Busi- 
ness and Professional Women. 





Articles published in the Bulletin present many different viewpoints. 
In publishing them the Association is not sponsoring the view ex- 
pressed, but is endeavoring to provide for its members material which 
will be helpful and stimulating. Constructive comments are welcomed 
and will be published in the Forum Section of the Bulletin. 
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POSTWAR READJUSTMENTS OF PROPERTY 
ACCOUNTING 


By A. B. Hossack, Executive Vice President, 
American Appraisal Co., New York, N. Y. 


M‘AX Y questions have arisen during the war as a result of the 

intermingling of government facilities with those privately 
owned. At times it becomes difficult to state precisely what be- 
longs to whom or to what machine, or who is responsible for short- 
ages. Possibly these questions are somewhat general, but they 
serve to focus attention on one principle that is essential in prop- 
erty accounting, that is, that there should be a tie-in between the 
actual property in existence and used or useful to the business 
and the account which purports to record the cost of those assets. 
The property accounting department should be increasingly prop- 
erty conscious and take more initiative in seeing that the assets 
are installed and note their location before they are entered on the 
permanent accounts. They should also be interested in periodical 
checks as to the continuing existence and usefulness in production 
of all assets under their control. 

There are errors, of course, that creep into the property accounts 
due to mistakes in entering the cost of items in the capital account 
that should be charged to revenue or vice versa, but by far the 
greater errors occur in accounting for such assets after they have 
been capitalized in the accounts. These arise principally from two 
sources: errors in depreciation and errors in controlling the re- 
tirement of assets on disposal. It is often surprising how little 
attention has been paid in progressive concerns to the fact that 
the accounts and the property are both elements entering into good 
property accounting. Almost universally when we are called in 
to review accounts, for control on the basis of original cost, we 
find that there are substantial amounts still on the accounts for 
property that is no longer in existence. 

That there will be real problems in readjusting the property ac- 
counts after the war is just as sure as that there will be problems 
of deciding on what facilities to retain and which to scrap or 
which to buy or to have removed by the Government. In meeting 
these problems for accounting purposes it will be much easier if 
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there is an item record of the present plant assets priced on the 
basis of cost. There should also be instituted now adequate rec- 
ords for recording the acquisition of new assets, as well as forms 
for retirement, disposal, or transfer. 


Necessity for Adequate Records 

In starting such records it is usually necessary to convince man- 
agement that adequate control of the plant assets is essential to 
tie in with the financial and tax records. This is not difficult if 
a few facts are presented for executive consideration : 


I. 





Company cash invested in plant facilities. This invest- 
ment is important in amount in comparison with the other 
capital used in the business. For many industrial com- 
panies it is the largest single item on the balance sheet. 
Often it is more than half the total investment in the 
business and often under the least control. 

Errors in plant asset accounting do not wash out in a 
comparatively short time. For instance, if we make an 
error in inventory, it will usually be corrected at the next 
inventory period. Errors in the building account might 
not be liquidated for 50 years. 

Depreciation deduction in computing taxable income. In- 
adequate provisions may result in substantial losses in 
future years when profits may not be available to absorb 
them, and part of the investment thus not be recovered 
for tax purposes. Taxes are going to be high for many 
years to come, in my opinion, and the recovery of the 
entire cost of depreciable property as a tax deduction 
will be important. 

Comparison of the annual depreciation provision with 
the annual net profit. Management may be surprised at 
the importance of this deduction as evidenced by this 
comparison, though it may be a small factor in total cost 
of goods sold. 

The importance of a control of new cash to be invested 
in capital assets. Is it necessary? What will be the sav- 
ings in comparison with present equipment in use? What 
is to be sold, discarded, or scrapped, and what is the un- 
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depreciated balance of such equipment to be charged off? 

6. It may help if we ring the fire bell. In the event of loss 
we want to be able to prepare a bill to the insurance com- 
pany for the property they are to pay for. They will 
demand and are entitled to an adequate record, 


Authorizing New Acquisitions 


Now if we have accomplished the ground work, it becomes nec- 
essary to set up authorization orders for new acquisitions. Maybe 
they will be of two kinds, major and minor facilities. One might 
require executive approval, the other only departmental or fore- 
man o.k. The form must provide space to record the estimate of 
cost approved, with the proposed distribution of the expenditure 
as to capital, expense, or reserve. In this way we shall then have 
a comparison of actual expenditure with the estimates and a check 
as to responsibility for overruns. The new acquisition forms should 
provide for reference to disposal form number in case of retire- 
ment. For disposal, sale, or transfer, one or more forms may be 
designed. In any case they should contain some reason for dis- 
posal, estimate of amount to be received, and space for entering 
the financial adjustments required. 

All authorization forms should be made in a sufficient number 
of copies so that one copy will go to the property accounting de- 
partment when approved and before the work is done. The de- 
partment is thus put on notice of the change and can more easily 
classify the charges. It can check the disposals or transfers to see 
that the property did go out, or whether there were additional re- 
tirements made. For instance, was the motor disposed of with 
a machine or was it transferred? How about wiring, transmis- 
sion, tools, and accessories? If items are transferred to storage, 
they should be so recorded. Maybe some can be used in the fu- 
ture instead of purchasing new equipment, but only if there is an 
adequate record to show such items are available. Where the com- 
pany has several plants, it is often common practicé to have-dupli- 
cate lists of surplus usable property at each plant, and to have the 
property accountant check such lists to avoid making unnecessary 
additional investment in plant facilities. I stress getting this 
ground work ready for your postwar problems. It takes time to 
get it done. It takes time td impress on the operating or mainte- 
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nance departments the need for their cooperation, It even takes 
a little time to educate the property accounting department that 
they must get out in the plant and see the facilities and check them. 
Often they don’t even know the way through a plant, the number 
of floors, or department locations. It also will take some time and 
effort to get the operating departments to fill out the forms so 
they are intelligent and of maximum helpfulness. 


Plant and Equipment Record 


Now we are equipped for future property changes. If we al- 
ready have a detail cost record for plant facilities, we are ready to 
function. If not, then we should consider getting this record pre- 
pared and tied into the accounts. There are two ways that this 
can be prepared : 

1. Analyze the accounts and write up records in such detail 
for later identification as the existing records permit, and 
then check the property ; or 


2. Make a complete physical inventory of the property and 


then cost that inventory. 


The latter method is generally found more practical, as the check- 
ing of the costs against the property is essential to assure an ade- 
quate record anyway, and accordingly, if the property inventory 
is made first, we have the data indicating what segregation of group 
costs is desirable for future accounting control. As an example, 
in setting up property records for a client recently, we found an 
item in his building account labeled “Compressor and Accessories” 
costing over $110,000. It was found that over 80 per cent of the 
charge was for equipment—pumps, motors, pipe lines, etc., and 
about 20 per cent for the building. Yet it was all being depreciated 
in the building account at an average rate of 2 per cent per year. 


Verification by Physical Check 

By getting our present records in condition and our property 
control procedure functioning we should have rather a minor 
problem in keeping our records in order in the postwar period. It 
is a little difficult to discuss the postwar problem and what to do 
except by taking some specific problems as examples, There is 
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one thing, however, that must be stressed once more as it is com- 
mon to all the facilities. Any basic straightening out of our prop- 
erty records should be based on the assets existing. Let us as- 
sume that we have had to change our production lines for the war 
effort and want to be sure our records are correct after the war 
reconversion. The best procedure is to take our records out and 
check them against the assets still in existence and used or useful 
to the business. This will determine the disposals not recorded as 
well as the present location by departments to tie into our postwar 
cost accounting system. Correct accounting for the disposals with 
the tax adjustments required is quite necessary and desirable in 
the year of disposal. 


Treatment of Wartime Additions 


War additions of private capital not under certificates of neces- 
sity should present little trouble. If we have an item control of 
depreciation as well as cost, it is only necessary to review and 
readjust life expectancies or rates to conform to our postwar 
operating schedules. Even if we are on group rates, if we claimed 
higher rates due to multishift operation we may want to make 
readjustments where the facts warrant. Where facilities were 
acquired under necessity certificates, the financial asset problem 
for this character of facility will be nil for most companies, since, 
if the Government carries out the intent of the law, it is to be antici- 
pated that the emergency will be declared over at the war end, 
and we shall be able to shorten up the period over which all the 
cost will be recovered and presumably obtain the deduction at 
higher rates of taxation than can be expected to prevail in the 
future. There will be no object in electing to discontinue amor- 
tization and go to depreciation to recover the balance of cost. 

In this connection the question has repeatedly been raised by 
some whether possibly they should not elect to change to deprecia- 
tion accounting for the balance so there will be something left 
for depreciation in future years. It is my belief that for any 
one in the excess profits brackets the deduction will never be 
worth more in the future than now. I would rather have a credit 
now at eighty cents on the dollar than wait 10 years to recover 
forty cents; or to put it another way, I would rather gamble on 
the tax rates applicable in the future on the additional income due 
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to no depreciation than to pay eighty cents on such added income 
now. One other point should be kept in mind if we elect to change 
over to a depreciation basis. The balance of cost should be re- 
covered over the probable future life. Assume we have amortized 
an item to 40 per cent of its cost in three years and the normal 
total life is 15 years. Subject to any adjustment for abnormal use 
in the three-year period the remaining 40 per cent should be re- 
covered over I2 years or at a rate on original cost of 3% per cent 
per year, not at 63 per cent, based on a fifteen-year life. 

It would also be my suggestion that if we change to deprecia- 
tion accounting that in transferring these items to the regular 
assets only the net amortized balance should be transferred, not the 
original cost and reserve. This will not distort the ratio of reserve 
to cost as much. As it is used equipment going into our plant 
account, it should be put in at the net figure, the same as if we 
bought other second-hand equipment. If we are using group 
rate accounts, these costs might be kept in a separate group, and a 
rate used that would recover the net balance over the estimated 
remaining useful life. 


Retention of Government Facilities 


In case we purchase some of the government facilities, how 
should these go into the property accounts, and what adjustments 
must be made on the records? These assets in most cases will 
probably be bought for a lump purchase price. It is probable 
that their cost may have varied substantially from what might be 
considered a normal or uniform price level. It is unlikely that 
they will have uniform utility and adaptability to our postwar 
operations. For these reasons we ought to inventory these items 
acquired and appraise them, either with our own organization or 
through outside services. We also need to determine the replace- 
ment costs and depreciation accrued based upon all factors. Those 
factors in determining the depreciation accrued should give con- 
sideration not merely to age, but to condition, obsolescence, cost 
of conversion, relocation if required, future utility, and any other 
factors to reflect the desirability of this property compared with 
new property that might be acquired. 

If in the lump purchase it is proposed to dispose of certain 
property acquired, such items should be appraised at estimated net 
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sale or salvage value if the actual ambdunts received are not avail- 
able. This amount is to be deductible from the purchase price to 
determine the balance of cost to be allocated to the remaining 
assets to be retained in future production. It is usually not desir- 
able or possible to sustain a gain or loss on such portions of a 
lump-sum purchase which were acquired for resale, though there 
may be a gain or loss, depending on our realization in comparison 
with our estimate of probable realization. 

After such depreciated reproduction costs have been determined, 


- they are compared with the purchase price and the purchase cost 


allocated pro rata. This procedure will thus allocate to each item 
its pro rata part of the purchase price. Next we estimate the 
probable years of future useful life for each item or group of like 
assets and either depreciate those costs by such items or groups 
individually or, if a group rate is preferred, compute the weighted 
average rate or life applicable to each account. They are not to be 
included in the regular accounts to be depreciated at the same rates 
that we apply to new assets. 


Depreciation As an Element of Cost 


In operating a cost system it is probable that the management 
is interested in costs, in part at least, to be sure it is getting a fair 
price for the product sold. Depreciation of plant is one of the 
items entering into the cost of production. Depreciation as an 
element of cost should provide reimbursement in the selling price 
for that part of the depreciable plant that is used up in producing 
the goods sold. If 10 per cent of the life is used up due to the 
production of a given volume, then ro per cent of some dollar 
figure should enter into cost. If equipmenut was recently pur- 
chased at present price levels, 10 per cent of cost is a proper 
charge we can all agree, since, assuming no change in the value 
of the dollar or cost of equipment, the amount recovered will re- 
place the equipment when it is worn out. However, let us look 
at the other extreme. Let us assume somebody gave us the equip- 
ment, i. e., it has no cost to us. Are our costs right or of much 
help in setting sales prices with no charge for depreciation? 
Hardly. Let us assume that we were smart and happened to find a 
machine that we bought for half of what it was really worth. In 
such a case is depreciation on original cost a proper charge to 
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include in fixing the selling price? Or let us assume we had to 
pay double time to build the equipment so that the cost was 50 
per cent more than it could be acquired for today. Our competitors 
did not have to pay such premiums to get their equipment. Since 
depreciation is an important factor in cost, we may price our- 
selves out of business and wonder why we could not compete. I 
venture to predict that cost men in the future may well be interested 
in current costs and values in order to determine costs of produc- 
tion as a guide to management where selling prices are based 


upon. costs. If management then wants to pass on to the cus-: 


tomer any saving it may have made, it can do so with a full 
knowledge of the facts. At least cost men cannot be accused of 
not telling management they were giving away a portion of their 
property without proper reimbursement and be blamed when 
management has to raise new capital to replace the tools of pro- 
duction. In commenting as above, I would like to make it clear 
that I do not necessarily advocate that depreciation be used on 
replacement costs. I do think it is information that may be 
desired by management in the postwar period. In discussing 
depreciation for cost accounting, I am referring hereafter to the 
computation based upon original cost. 


Depreciation on Original Cost 

For proper determination of costs of production, depreciation 
should be computed upon the best estimate cf the actual portion 
of the cost used up in production. This depreciation should reflect 
not only wear and tear from the use of the assets but normal 
obsolescence as well. The proper amount of depreciation is de- 
pendent on the company maintenance and repair policies, the 
policies in expensing or capitalizing replacements, and on the 
extent and character of use of the respective assets. It is also 
my belief that the basic factors affecting the amount of deprecia- 
tion allowable in a certain accounting period are the same for 
either cost accounting or for income taxation, although the dollar 
amount may vary, depending on the remaining cost to be recovered. 
Incidentally, if the depreciation deducted in past years was that 
properly allowable, there should be no difference in the deprecia- 
tion allowance for the two purposes. 

There has been a trend in the last decade to use tax depreciation 
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as the charge into cost of production. I predict a change in the 
future; in fact many concerns are recognizing a difference today 
in determining the depreciation allowable as an element of costs 
for renegotiation and contract termination purposes. There should 
be a difference for many companies. 

It is recognized, however, that a proper amount of depreciation 
is applicable, computed on original cast on all property used in 
making the products of manufacture. Also, for purposes of 
determining costs of production a more practical viewpoint should 
be adopted by management than by the taxing authorities as to the 
effect of multi-shift operations in shortening the useful life of 
the production facilities. The mere fact that a machine has a 
total expectancy of life of twenty years does not mean that it 
will depreciate at 5 per cent in each of the twenty years. It may 
depreciate 10 per cent one year due to service and 2% per cent 
for other periods and still the average life be twenty years. It is 
important that this fact be recognized for cost purposes, where 
the extent of the use of equipment affects its life, regardless of 
how arbritary the Bureau engineers are in asserting that increased 
repairs offset depreciation or that obsolescence is the reason for 
disposal of depreciable property, not wear and use. My observa- 
tion over the years and particularly over this war period tends 
to make me believe that normal obsolescence accelerates during 
periods of intensive production. The technique of improved 
methods to increase production and lower costs tends to develop 
new plant facilities. This normal obsolescence is distinguished 
from special obsolescence due to changes, such as substitution of 
plastics for castings. 

There is one further departure in tax deductions and those 
proper for costs. This is due to the emergency facilities which 
may be amortized for taxation over sixty months, but which 
should be included in costs of production at proper depreciation 
rates only including acceleration where warranted. Hence care- 
ful consideration should be given in determining our production 
costs as to the depreciation properly allowable. Such charges 
should be incorporated in our cost compilations even though they 
are reversed and reconciled for tax purposes. While the addi- 
tional amount may be small in relation to total cost, still it may 
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result in offsetting other items disallowed for cost purposes that 
are allowed for tax purposes and thus result in a somewhat larger 
net amount that can be reserved for in costs and thus will be avail- 
able for future replacements. 


Summary and Conclusions 


For most industrial companies, the postwar problems are going 
to be difficult, and the property accounting problems are going to 
be important. We are going to be faced with such problems as: 


1. The segregation of the cost of surplus facilities and their 
charges. 

2. What depreciation is proper as an element of cost for 
facilities acquired under necessity certificates, the cost 
of which it is anticipated will be fully recovered for tax 
purposes. 

3. The equalization of depreciation charges for departmental 
costs. 

4. The proper charge for the use of facilities that may be 
purchased from the Government at a fraction of their 
original cost or of the then cost of replacement new. 

5. What rate of depreciation is proper for the reduced oper- 
ations? 

6. If deferred maintenance is made good, what portions 
should be expensed, capitalized, or charged to the reserve? 
We may not have operating profits to absorb the expense 
charges, and the carry-back and carry-forward prov- 
sions of existing tax laws may be changed. 

7. Should certain facilities be sold or scrapped, and what 
will be the effect on our tax liability if so handled? 

8. Should surplus government facilities be acquired for 
probable postwar production requirements, or are they 
expensive at any price? 

Adequate property records are going to be essential as a basis 
for managerial decisions. The alert company with an adequate 
cost accounting system and records will succeed in the strenuous 
competitive markets that will exist. If we don’t know our costs, 
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we may well sell ourselves or our competitors out of business. 
Mass production during the war has shown us the economies that 
can be obtained by standardization, and in many fields we may 
omit the frills in order to save costs on many articles in the future. 
Many of the war developments in improved products and sub- 
stitute products will continue into the postwar fields and will 
materially alter the tools of production and processes required. 
We must be prepared to answer the questions of management as 
to plant facilities, undepreciated balances, depreciation, and other 
overhead charges, as well as labor and material costs. 

In the future item cost and depreciation control will be more or 
less universal with all progressive concerns. I believe a basis 
for adjusting depreciation for production variances will be common 
and considered the only constructive policy where the use of equip- 
ment is a material factor in the probable useful life. 

It is evident that the knowledge of costs was never more im- 
portant than during the present time and the reconversion period 
that faces us, we hope, in the not too distant future. To that end 
the preparation of adequate records for the investment in plant 
assets and the control of depreciation becomes important, The 
dollars invested in plant facilities represent a prepayment of one 
item entering into the cost of production. The fact that such 
expenditures are spread over several years does not lessen the 
necessity of its recognition as an element of cost. Selling below 
costs with the resulting effect on the price structure can be largely 
avoided by an intelligent consideration of the investment in plant 
and the fixed charges incident thereto. A good property deserves 
a good property record. 





Prizes for Sale of War Bonds—Employers may, without the approval of 
the National War Labor Board or the Commissioner of Internal Revenue, 
establish a plan to award prizes in War Bonds and Stamps to employees 
for the sale (outside of their regularly assigned duties) of War Bonds to 
individuals during any War Bond Drives. The prize to any one employee 
in any drive may not exceed $500 (issue price of bond or stamps). Com- 
pany officers are excluded and the plan must be competitive in nature in 
order to prevent the award of prizes to so many employees as to constitute 
a wage or salary increase. 
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AN EMPLOYEE RETIREMENT INCOME PLAN 


By David W. Covey, Insurance Manager, 
R. G. LeTourneau, Inc., Peoria, Ill. 


A DECISION by management regarding the establishment of 
some practicable form of employee retirement benefit plan is 
steadily becoming more necessary. Thousands of companies have 
already placed such plans in operation. The most common argu- 
ments in favor of their adoption are sound in principle and familiar 
to the average cost accountant. To mention a few of them, it is 
obvious that, other things being equal, the company with such a 
benefit plan will attract higher caliber employees than the company 
without such a plan. It follows also that an employee will be less 
inclined to leave the company in which he is constantly acquiring 
additional security for his old age. Orderly retirement of older 
employees and executives increases the opportunities to advance 
the younger men and enables the company to operate with a per- 
sonnel young enough to carry on under the physical and mental 
stress engendered by constant and active competition. From the 
standpoint of public relations, the adoption of a definite employee’s 
retirement benefit plan indicates real social consciousness on the 
part of the employer and tends to establish a higher character 
rating in the eyes of the community. Substantial tax benefits also 
result. This feature, while it should not be controlling, is an im- 
portant element since the employer’s contributions for the benefit 
of the employee are a deductible business expense against high 
income tax brackets. When eventually received by the employee, 
they will be included in a considerably lower income bracket and 
presumably at a time when tax rates will be much lower. 

It is intended in this article to discuss the employee’s retire- 
ment annuity plan as recently adopted by R. G. LeTourneau, Inc., 
an industrial corporation engaged in the manufacture of heavy 
earth-moving equipment and employing approximately six thou- 
sand persons. No attempt will be made to cover a multitude of 
small details, but it is necessary to mention briefly the steps taken 
to determine what would constitute a workable plan for this par- 
ticular company and cover the basic forms, records, and procedures 
connected with its operation in order to provide a clear under- 
standing of the necessary accounting involved. 
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Preliminary Survey and Recommendations ° 
The research and analysis work preliminary to arranging a re- 
tirement program was entrusted to a firm of consultants with 
broad experience in the field of employee benefit plans. Their 
t of function was to prepare and submit for approval plans which 
n is would best achieve the objectives of management and which could 
nave reasonably be expected to be permanently operable, once installed. 
rgu- Any plan so offered must, of course, comply with all pertinent 
iliar regulations of the Treasury Department and, therefore, be expected 
it is to receive the necessary approval. The plan finally adopted was a 
ha group annuity contract with an insurance company, with retire- 
any ment annuities for all employees included in the plan purchased 
less by means of contributions from both the employer and the em- 
ring ployee. Such a contract was made with an insurance company 
Ider actively engaged in this field and offering a comparatively favor- 
ance able and guaranteed rate of interest subject to adjustment only at 
per- five-year intervals. The contract required participation by 75 per 
ntal cent of all eligible employees. As a matter of record, more than 
the } 80 per cent of all eligible employees elected to participate. 
aa Provisions of Plan 
cter In order to give meaning to a statement of the advantages per- 
also taining to this particular retirement annuity plan, it is first neces- 
im- sary to outline the general manner in which it operates. 
nefit 1. The plan became effective as of December 30, 1944, sub- 
high ject to participation by at least 75 per cent of all eligible 
yee, employees. . . 
and 2. An eligible employee was one continuously employed by 
2 the company for at least one year prior to December 30, 
ure- 1944. Other employees become eligible on the first day 
nc., of the month coinciding with or immediately following 
any the completion of one year of continuous service. 
sph 3. Participation requires agreement of the employee to 
> of ‘ , . 
ken contribute 2% per cent of his earnings from the com- 
4 pany toward the purchase of his annuity. 
aa 4. Beginning on the first day of the month following his 
Son. normal retirement date (when he reaches the age of 






65), he receives from the insurance company annually, 
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so long as he lives, an amount equal to 1 per cent of his 
total earnings from the company since December 30, 
1944, this annuity to be paid in equal monthly install- 
ments on the first day of each month. 

. The difference between the full cost of the annuity and 
the amount contributed by the employee is paid by the 
employer. This will require an employer contribution 
approximately one and one-third times that of the em- 
ployee’s. 

. If the employee leaves the company at any time prior 
to his normal retirement date, he has the option of with- 
drawing his own contributions in cash together with 
2 per cent compound interest, or of leaving his own 
contributions with the insurance company to buy a paid- 
up annuity. If he has completed 15 years of service 
and has attained the age of 50 (which are the minimum 
vesting requirements), he may, if he desires, leave his 
contributions on deposit, and at normal retirement date 
his annuity will include that purchased by the company’s 
contributions up to the time of his leaving, as well as 
that purchased by his own contributions. 

. Inthe event of his death before retirement, his bene- 
ficiary receives the total amount of his contributions 
together with interest. In case of his death after retire- 
ment, if he has not already received an aggregate amount 
equal to his total contributions together with interest, 
the balance will be immediately paid to his beneficiary. 
. An employee may, if he so desires and with the consent 
of the employer, retire on the first day of any month 
after attaining the age of 55 and receive an annuity 
based on the amount purchased by contributions up to 
that time. 

. In recognition of past service by eligible employees as of 
December 30, 1944, the company intends to purchase 
entirely at its own expense for each of these employees 
a past service retirement annuity equal to 1 per cent of 
his total earnings from the company prior to December 
30, 1944. Ten per cent of the amount necessary to pur- 
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10. 


Il. 


12. 


chase these annuities is to be accrued each year and paid 
to the insurance company at the end of each year for 
ten years or until the entire past service is purchased. 


All employees on leave of absence for service in the 
armed forces who, prior to entering military service had 
completed at least one year of employment with the 
employer, will have the privilege of entering the plan 
upon their return to active employment and at that time 
the employer will begin to purchase a past service an- 
nuity for each of these employees. 


For those employees who, as of December 30, 1944, had 
passed the normal retirement age and were therefore not 
eligible to participate in the benefits provided by the con- 
tract with the insurance company, the employer is mak- 
ing actuarially computed single-sum dismissal payments 
based on the employee’s earnings to his retirement, 
which must be on or before December 31, 1945. 


When an employee leaves prior to his vesting date, or if 
he leaves after his vesting date and withdraws his own 
contributions, then the contributions which have been 
made by the employer on behalf of that employee are 
returned to the employer in the form of credits which 
may be applied at any time on the employer’s future 
service costs. 


Advantages of Plan 


The plan embodies many features that operate favorably for 
both the employer and employee. 


I. 


3. 


First of all, a stable and adequate interest rate is assured 
on all contributions. This does not necessarily follow 
where a trust fund is set up. 

Employees contribute as well as the employer. This en- 
courages thrift on the part of the employee and gives 
him an additional opportunity and incentive to save. 
The employer’s costs stop when an employee dies, retires, 
or leaves the company. 


4. There is no discrimination among employees; each em- 
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ployee’s contributions and benefits are in direct propor- 
tion to his earnings from the company. 

5. Equitable provision is made for recognition of past serv- 
ice of eligible employees, for those on leave of absence, 
and for those too old to be eligible for participation in the 
plan. 

6. Each employee has access at all times to complete infor- 
mation concerning his contributions, his accrued bene- 
fits, and every detail of the operation of the plan. A 
booklet completely and clearly describing the manner of 
operation is furnished each employee, and the payroll de- 
partment maintains an individual earnings record card, 
from which it is possible to tell each employee at any 
moment the amount of his contributions, the amount of 
his accrued annuity, and the amount of the employer’s 
contributions. It may be well to mention here that at 
the end of each year, the yearly totals from each of these 
cards are entered on a permanent record card set up for 
a period of forty years. 

Installation of Plan 

Departmental activities in connection with installing and oper- 
ating the plan began with the payroll department preparing from 
addressograph plates an acceptance and payroil deduction authority 
card for every employee on the payroll as of December 30, 1944. 
These cards were turned over to the personnel department to de- 
termine eligible employees and file others according to eligibility 
date. The signatures of eligible employees electing to participate 
were then secured by means of the company organization set up 
to contact employees on any general matter through direct line of 
supervision. All cards were audited and where re-contact of any 
employee was necessary to secure correct_and complete informa- 
tion, such re-contact was made. The payroll department then 
placed a symbol on the addressograph plate for each member of 
the plan as a simple and automatic signal that an authorized pay- 
roll deduction is required each pay period. 

The accounting department then prepared for the insurance 
company a schedule of employees for registration. This schedule 
provided space for the assignment of a certificate number for each 
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or- employee, for each employee’s full name, sex, name of beneficiary, 

date of birth, date employed, and the total earnings of the em- 
rv- ployee prior to December 30, 1934. This last item is important 
ce, in that it is the basis from which is computed the exact past service 
the annuity to be purchased wholly at the expense of the employer. 
os Accounting Features : 
1e- The accounts and entries used in accounting for purchase pay- 
A ments are simple. Employee contributions are credited to a clear- 
of ing account, “Employee Funds for Retirement Income Plan.” 
le- This account is debited and cash credited as payments are made 
rd, _' to the insurance company. Employer contributions toward the 
ny purchases of both past and future service benefits are charged to 
of an expense account, “Premiums for Employees’ Retirement Income 
r’s Plan.” This expense, by the way, is apportioned go per cent to 
at manufacturing expense and 10 per cent to general and adminis- 
se trative expense. This apportionment was the result of an analysis 
or and will approach actual experience closely enough for practical 

purposes. It is subject to review every six months. The employ- 

er’s contributions toward past service benefits are credited to “Ac- 

crued Premiums—Employer’s Past Service Purchase Payments 
T- for Retirement Income Plan.” The employer’s contributions 
m toward future benefits are credited to “Accrued Premiums—Em- 
ty ployer’s Current Purchase Payments for Retirement Income Plan.” 
+. The former account is cleared annually, and the latter is cleared 
e- monthly. In each case the credit is to cash as payment is made to 
ty the insurance company. ; 
te All current purchase payments are payable in advance and are 
ip due on the first day of each month. Thus, each payment is an 
of estimate, although.after the first month it is based on the previous 
ly month’s experience. At present, the amount paid in advance is 
a- being carried in a suspense account but will very likely be trans- 
a ; ferred to a “Prepaid Insurance” account. 
" Year-End Adjustments 

At the end of each year an annual accounting is made with the 
e insurance company. On the assigned accounting date, January 1, 
e the accounting department prepares a schedule of purchase pay- 
h ments covering the preceding twelve-month period. On it is listed 
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in certificate number order every employee participating in the plan 
during the accounting period, together with the total amount of 
his contributions during the year and the total amount of the em- 
ployer’s contributions for him during the year. In effect, this is 
a complete “inventory” schedule and includes, classified in certifi- 
cate number order, all active participants and all participants who 
have died, retired, or canceled during the year, although the insur- 
ance company has, of course, previously received all necessary 
information concerning employment terminations. 

Since payment to the insurance company is, in effect, made con- 
sistently one month in advance, with each advance payment being 
based on the previous month’s actual experience, it is necessary at 
the end of each year to reconcile payments made with actual ex- 
perience. This will result in a small adjustment requiring either 
an additional payment by the employer to the insurance company 
or a credit to the employer by the insurance company. This recon- 
ciliation is prepared on a “Purchase Payment Reconciliation” form 
and furnished to the insurance company as of the first day of 
January each year, covering the preceding twelve months. 

Obviously, a number of forms and notices such as, “Request 
for Change of Beneficiary,” “Notice of Discontinuance,” etc., are 
required to maintain historical data and to provide the insurance 
company with information necessary to fulfill its obligation under 
the terms of the contract. These forms are designed and supplied 
for the most part by the insurance company, and there is no par- 
ticular reason for describing them in detail in this article. 
Flexibility of Retirement Provisions 

It should be mentioned that the employee upon retirement is 
not rigidly held to accepting his benefit payments in the normal 
manner. For example, if an employee retires before he is entitled 
to receive his primary insurance benefit (payable to him alone) 
under Federal Social Security Act, he may elect to have his retire- 
ment annuity under the plan adjusted to provide an approximately 
uniform amount of income throughout his lifetime after his retire- 
ment. This may be done by providing for larger retirement annuity 
payments commencing at his retirement date to be reduced after 
his sixty-fifth birthday by the amount of the monthly primary in- 
surance benefit he will then receive under the Social Security Act. 
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To date the plan has operated in a most satisfactory manner, 
indicating to management that the plan selected was sound. It 
has received the unqualified approval of the Treasury Department 
of the Federal Government. The fact that more thaf 80 per cent 
of all eligible employees elected to participate when it was in- 
stalled and the additional fact that an even higher percentage of 
those employees becoming eligible are participating shows satis- 
factory employee acceptance. This last is perhaps the most im- 
portant. An honest attempt to benefit the employee must be the 
cornerstone of any successful plan. Even so, there is no philan- 
thropy involved. If it is good business to provide for the replace- 
ment of worn out machine tools, it is at least equally good busi- 
ness to make some provision for the employee going into retirement 
after years of faithful service. 





Sale of Government-Owned Equipment in Privately-Owned Plants— 
The Surplus Property Board has just issued its regulation No. 6 under the 
Surplus Property Act of 1944, in which the Board outlines the conditions 
under which contractors may purchase government-owned facilities at once 
and even though the facilities are still in war use. 

By this regulation contractors still using machine tools and other govern- 
ment-owned equipment in private plants for war production may purchase 
at once any of these items which they need for peacetime production. The 
purpose of the regulation is to speed up reconversion. 

Facilities contracts generally grant the contractor the option to purchase 
all government-owned plant equipment in his possession at the time of ter- 
mination of his war contracts. This regulation permits immediate purchase 
but requires that the options in the contracts be waived. 

Whenever possible sales are to be at fixed rather than at negotiated prices. 
The Surplus Property Board is now making studies to determine pricing 
formulas for many types of equipment. The Board indicates that, with 
reference to the sale of equipment that is not readily severable, such as 
custom built conveyor systems, etc., there will be no “windfalls”—sales of 
equipment for scrap value to a plant owner simply because it has been 
built expressly for use in that plant. 

The new regulation does not apply to government-owned plants operated 
by private contractors. 
All sales involving $1,000,000 or more of plant equipment must be passed 
on by the Attorney General for clearance under the anti-trust laws. 

It is also required that every purchaser must declare in writing, at the 
time of purchasing items of plant equipment, that they will be used in his 
own production and are not bought for resale at a profit. 
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OFFICE CENTRALIZATION FOR GREATER 
EFFICIENCY 


By Louise A. Merritt, Office Manager, 
Homelite Corporation, Port Chester, N. Y. 


ENTRALIZATION of our office services was the outgrowth 
of an experiment necessitated by rapid wartime expansion 
and the acute shortage of office equipment. In order better to 
understand our predicament, a little history may be of assistance. 
Before England declared war on Germany, we were an ex- 
tremely small concern, growing very slowly. When the United 
States started its Defense program, we were launched on a pro- 
duction schedule far beyond our wildest dreams, but trifling when 
compared to our production after Pearl Harbor. We were already 
known to the War Department, having sold our product to them 
in peacetime, so we got an early start on defense work. 

To those whose experience has been with a large and long- 
established business, where efficient systems were already operating 
at the start of the war, there may be little appreciation of our 
problems. But anyone who has experienced the stupendous ex- 
pansion of a very small business can fully understand the chaos 
that existed for some time before we were able to think in terms of 
efficiency. Having operated on such a very small scale, we were 
totally inexperienced in large-scale production and had to “feel our 
way” toward this accomplishment. 

As more and more war work came in, new departments were 
created, and many employees were shifted into supervisory posi- 
tions, with little knowledge of systems or methods. The tendency 
was to create more records and, in so doing, to add personnel and 
equipment. The supervisors were hard pressed to get work out 
in a hurry, but they did. The result was duplication and loose 
control. When finally we were able to come up for air, we began 
an active methods program in the factory and in the office. Mean- 
while, service units were created by a gradual process to relieve 
the equipment shortage until today our service sections include 
transcription, printing and reproduction, mail and messenger, filing, 
calculating, switchboard, and stationery. These produced numer- 
ous advantages in the form of full-time utilization and specializa- 
tion of equipment. 
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Transcription First Service Centralized 


Our first step in the direction of centralization was to establish 
in 1942 a transcription section, composed of three stenographers 
and a supervisor. Since several of our executives were already 
using dictating machines, and their secretaries were now over- 
burdened with work, they were glad to turn over to the new sec- 
tion their cylinders for transcription. However, other supervisors 
and executives were slow in utilizing the newly offered services; 
consequently the growth of the unit was retarded for a period of 
twelve to eighteen months. At about this time it became impossible 
to get good second-hand typewriters, so we were forced to review 
the over-all picture, with the result that many typewriters not re- 
ceiving full-time use were transferred to the central unit. When 
supervisors requested additional help or typewriters, we offered 
the services of the transcription section, now grown to ten stenog- 
raphers in number. Reluctantly its help was accepted, until the 
group had built up for itself a good reputation, and then the entire 
organization automatically turned to it for help. 


Messengers Added 


Shortly after we started the transcription section, a messenger 
was added to the group. In addition to opening and sorting the 
mail, the messenger ran a half-hourly route through the offices 
and plant, picking up and delivering mail and inter-office communi- 
cations. As our plant spread out, messenger service became a 
must, and the unit finally increased to six boys and a leader. Since 
the transcription section had been moved to a new location, it 
became necessary to make the messenger service temporarily a 
separate unit, reporting directly to the office manager. However, 
we were soon able to find ample quarters for merging the two 
units and adding the printing and reproduction services.» It had 
been necessary to allow an idle time factor so that messengers 
were always available. After the merger, the slack was-taken up 
by assigning to the boys simple clerical duties, such as collating, 
filling envelopes, and working the paper cutter. 


Drafting of Messengers Created Problem 
Our biggest problem in running the mail and messenger service 
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is the retaining of messengers. Our plant layout is such that older 
men cannot be used for the purpose, as there are too many trips 
to be made from building to building, exposing messengers to the 
elements. There are also numerous stairs to be climbed, and no 
elevator service since our tallest building is three stories. For 
the same reason, we are not able to use girls as messengers on a 
full-time basis. The alternative is to hire young boys, and these 
the draft swallows up at the rate of one every six weeks. Unfor- 
tunately, this makes for unhealthy attitudes among our messengers. 
The problem has become so serious that we have developed a new 
procedure to be tried out as a possible solution. Four girls will be 
hired from the graduating class of the local high school. Each 
girl will work half the day in the typing section and half the day 
on the mailing desk, so that there will be only two mail clerks at 
any one time, except for special runs and for peak periods. The 
mail runs will be made at hourly intervals rather than half-hourly 
as previously. Thus we hope to utilize employees of a fairly high 
intelligence level, affording them the opportunity to learn various 
phases of office work and the eventual chance to be upgraded to 
better positions. The change should effect better morale on the 
mailing desk. 


Printing Service Added to Transcription 


As our engineering department, expanding rapidly, found it 
necessary to introduce many forms, such as engineering change 
notices, deviations, and others, necessitating many copies to be 
distributed throughout the organization, it became apparent that 
our rather ancient hand-operated mimeograph machine was en- 
tirely inadequate. An automatic duplicating machine was pur- 
chased, and thereafter ditto work found an important place in our 
daily office operations. A multilith machine was later procured, 
and by the use of both machines, we were able to reduce consid- 
erably the cost of printing internal forms. Typing costs were 
also reduced, as everything that required many copies was put on 
the duplicating machines as, for example, parts lists, inventory 
sheets, notices and bulletins, instructions, form letters, and many 
forms. When it became necessary to move the transcription section 
to new quarters, a problem arose because of the distance between 
this section and the printing section. Stencils were typed by tran- 
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scription and sent by messenger to printing, where copies were run 
off and returned to transcription. Aside from the nuisance factor, 
costly nonproductive time resulted. The solution was to merge the 
printing section with transcription. 


Advantage of Three Units in One 


Today there is no question of the benefits accruing from such 
a highly centralized service, both from a standpoint of efficiency 
and from the resulting reduction in costs. I mentioned above the 
problem of idle time in the messenger unit. This also proved 
true of printing, for here there were not only slack periods, but 
also rush periods, during which extra help was needed. The 
merger made possible the shifting of messengers and typists to 
handle rush work for printing and, contrariwise, provided tem- 
porary help along typing lines when printing slackened. 

The combined unit is equipped with transcribers, typewriters, 
vari-typer, electric addressing machine, teletype, duplimat, ditto 
machine, and photostat equipment. It offers stenographic, typing, 
printing, and messenger services to all departments. In addition, 
weekly payroll journal sheets and time cards are run off on the 
addressing machines, thereby prelisting on payroll journal sheets 
employees’ names, clock numbers, social security numbers, pay 
rates and withholding tax exemption codes, and eliminating a great 
deal of hand posting and typing. Inventory sheets, monthly cost 
statements, and miscellaneous typing jobs are done for the cost 
accounting department. The general accounting department 
depends upon the service for collection letters, for pre-addressing 
monthly customer statements, and for heading up expense and 
sales distribution cards and accounts receivable ledger cards. 


Central Files an Asset 


The next service centralized was filing. When our entire office 
force occupied one large room, a single clerk handled the filing, 
along with other duties. Anyone who so desired went to’ the files 
and helped himself, in spite of instructions that no one but the 
file clerk was to handle filing data. Some of the reasons for this 
tendency were the frequent absences of the file clerk from her 
desk and the ease with which one could gain access to the files. 
Important papers were frequently mislaid, and traffic in the files 
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became heavy. Many supervisors, experiencing difficulty, ordered 
their own files, and control became virtually impossible. When 
the office spread out into many scattered locations, it soon became 
apparent that something would have to be done about the files. 
One of our employees who had recently come to us from a larger 
concern told us of the filing system that had been newly installed 
in their office and was operating very efficiently. Upon learning 
the name of the firm who installed the system, we promptly con- 
tracted for the services of their filing expert. 

The first step in setting up the new files was to review every- 
thing in our general files, with a view to classifying and indexing 
the material properly. Three file clerks were trained in proper 
filing procedure and assisted in the installation. Rigid control was 
established promptly at the start of the new installation by charg- 
ing out on cards every paper taken from the files which were now 
located in a somewhat isolated area. A gate and shelf was con- 
structed in the doorway, and only file clerks were permitted inside 
the filing room. 

After completing the installation, all outside files were analyzed, 
and supervisors were instructed to send material to Central Files 
whenever possible. Where it was found necessary to keep local files, 
it was arranged to send a file clerk from the central section to 
these locations for a few hours a day. Separate files were set up 
in the personnel, sales, and engineering offices. Recently the engi- 
neering files were merged with the central files, thus further re- 
lieving the shortage of clerical help. Messengers deliver and pick 
up filing data on their regular office and plant runs, and file clerks 
act as messengers in emergencies. 

Retention and Destruction of Records 


In connection with filing, we have recently set up a record de- 
struction control. All important records have been microfilmed, 
except those of such a recent date that frequent reference makes 
impractical their microfilming. All records microfilmed, with the 
exception of accounting records, were destroyed in accordance with 
Regulation II, pursuant to Sections 4 (b) and 19 (a) of the Con- 
tract Settlement Act of 1944. Accounting records were boxed, 
labeled, and stored in our vault at the bank. Whenever we found 
many sets of records, we reviewed with department heads their 
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requirements. Many records, such as purchase orders and custom- 
ers’ invoices, must be referred to numerically by order or invoice 
number, and alphabetically by vendor or customer’s name, neces- 
sitating duplicate files for each record. There were many other 
records having similar requirements, making it advisable to review 
the matter very carefully. After considerable discussion, it was 
decided to list the records numerically and file one copy alpha- 
betically. The numerical lists are made up daily as the invoices 
and purchase orders are typed, absorbing less time than the sort- 
ing and filing of the extra numerical copies. Further cost reduc- 
tion is effected in the saving of space made possible by the change. 

A definite time limit has been set for the retention of all records. 
Accounting and payroll records are kept seven years, to meet 
statutory requirements, as management has not yet approved the 
destruction of these records after microfilming. With a few ex- 
ceptions, records requiring frequent reference are not microfilmed 
for one year. However, when film reading equipment is more 
readily available, we expect to reduce the time limit. All other 
records are microfilmed and destroyed within three to six months, 
depending upon their nature. 

A record destruction authorization, issued by the office man- 
ager to the filing supervisor, designates by form number and name, 


_ date, and copy (original, duplicate, etc.), those records which are 


to be destroyed. After destruction by shredding-or burning, which 
is done in the presence of the filing supervisor, the date and method 
of destruction are recorded on the authorization, the filing super- 
visor’s signature is affixed, and the completed authorization is 
returned to theeoffice manager to be filed in a binder and stored 
in a safe. 


Stationery and Form Control 


A new layout has been arranged for the main office, which will 
make possible the merging of stationery and filing services; thus 
a further reduction of clerical help will be effected, largely by the 
elimination of idle time. Like filing, the ordering and storing of 
office supplies presented no problem until we started to expand. In 
the earlier days our treasurer was controller, purchasing agent, of- 
fice manager, and personnel director. This in itself served as a con- 
trol on the ordering of supplies and forms. However, with expan- 
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sion these became separate functions of different executives, office 
management being the last to be relinquished by the treasurer. 
Hence control was lost until full time could be devoted to office 
management. In the meantime, department heads and supervisors 
ordered their own forms, often verbally, in whatever quantities 
they desired. Many of them kept large quantities on hand, and 
some had supplies delivered to them directly without clearing 
through the receiving department. 

The first corrective measure taken was to instruct the purchas- 
ing agent that no office supplies or equipment were to be ordered 
without the written approval of the office manager and to instruct 
supervisors and department heads that all purchases must be made 
through the purchasing department and should be covered by pur- 
chase orders. 

The next controlling measure was the setting up of a stationery 
stock record. Stock numbers were assigned to all forms and 
supplies, and for every number a card was typed, showing de- 
scription, stock number, form number, size, minimum and maxi- 
mum stock to carry, vendor, users, quantity ordered, quantity 
received, cost, quantity issued, and balance. Inventory of sta- 
tionery supplies can thus be determined at any time. Supplies are 
issued twice weekly from the stationery room on requisitions, 
which are later posted to the stock cards. 

Forms were designed, to be issued by the stationery room, noti- 
fying department heads when a particular form has reached its 
minimum quantity. The department head indicates on the notice 
whether the form is now obsolete or is to be re-ordered and, if so, 
in what quantity. He also indicates any revisions to be made on 
the form and forwards the notice to the office manager for ap- 
proval. Forms having no activity for a period of six months are 
brought to the attention of the last user to determine whether 
or not they should be declared obsolete. If so, they are made up 
into scratch pads or are destroyed by shredding after a waiting 
period of three months. Thus, every form is checked before 
being ordered to determine the following : 


1. Isa form necessary? 
2. Is a form in existenee which might serve the purpose? 
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3. How much work does the form create, such as posting, 
filing, etc.? 
4. Is its design practical, simple, and properly spaced? 


Redesigning of Forms 


While all forms now in existence have not yet been reviewed, 
flow charts have been made to trace the activity of several forms, 
and the findings were astonishing. As an example, for every 
contract received, a master production contract was typed and 
seventeen copies distributed throughout the organization. A flow 
chart traced each copy to its final destination, revealing seven 
secondary forms and seven posting operations. The upper sec- 
tion of the original form carried specific information about the 
contract, and the lower section indicated the shipping sthedule. 
However, certain supervisors required information as to the 
status of the contract. This necessitated posting invoice numbers, 
quantities shipped, dates of shipment, balance of order, etc. Be- 
cause the original form did not carry space in which to post this 
information, forms were designed for the purpose. The informa- 
tion in the upper section of the form was copied on the second 
form, and additional data were posted from copies of invoices, 
shipping reports, and other records. The master form was there- 
fore redesigned to provide proper space for posting whatever 
information was determined to be necessary. Thus six of the 
secondary forms have been eliminated, and posting for six people 
has been reduced to the additional data required. Also, the 
original number of copies distributed is gradually being reduced 
by limiting the number of copies sent to each departmerit. In 
some instances binders of these forms were found on desks located 
side by side, and users agreed that one copy would suffice. 

In another case, the form used for the typing of parts lists was 
designed without consideration of proper alignment. Consequently, 
typists were adjusting the platen for each line of work. After re- 
designing the form, typists were able to turn out almost twice as 
many per day. In view of these findings, there can be little ques- 
tion of the value of centralized control, not only over the ordering 
of forms, but also over their design and usage. 
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Switchboard 


One of the most important services to any office, whether large 
or small, is the telephone. When our organization grew sufficiently 
large to warrant a switchboard, a PBX board was installed, and a 
telephone operator was hired. Several other girls were trained as 
relief operators. Approximately eight months later a second board 
was added and another operator hired. Several girls were trained 
as relief operators, but in time supervisors grew reluctant about 
releasing the girls for relief work. Each supervisor felt that the 
other could spare a girl more easily. Relief was normally needed 
in the morning, during the lunch hour, and in the afternoon, and 
also in case of absence. We found that by assigning a third full- 
time operator to the board the three were able to alternate every 
half-hour, utilizing two girls on the board at all times, yet afford- 
ing them rest and relaxation at frequent intervals. Whichever 
operator happens to be off the board places long distance calls for 
supervisors having no secretary, thus saving the valuable time of 
the supervisor and, at the same time, eliminating interruption of 
the regular switchboard service. She also takes messages and 
sometimes performs minor clerical duties. However, she also has 
ample time to relax. In case of sickness or vacation, extra relief 
is provided from the centralized calculating section, where girls 
can be spared more easily. We have operated the board in this 
manner for almost a year, and the results are gratifying. In out- 
lying sections of our plant we have two other small switchboards, 
one of which is connected with the main board. Our chief operator 
visits these outlying boards at least once a week, checking service 
and offering advice to the operators. 

In addition to regular switchboard extensions, we have twenty 
dial phones, which permit calls to be made from one department 
to another without burdening the main board. Had we been able 
to foresee our future business volume when we ordered the dial 
sets, we would have installed many more. However, when we 
did realize that it would pay us to install more of these sets, the 
shortage of equipment precluded the possibility of getting them. 


Calculating Services 
Although our calculating section was the last centralized unit 
formed, it is today one of our most important services. About a 
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year ago we hired a comptometer operator.to furnish calculating 
service to the sales and purchasing departments. The newly of- 
fered service made quite a hit, so we selected four students from 
the neighboring high schools, hired an instructor, and conducted 
a comptometry class on Saturday mornings. During the week the 
trainees worked a few hours a day after school, thereby getting 
practice while they worked. All their work was carefully checked, 
and results were fairly good. The girls were paid our minimum 
starting rate and were soon good operators. Comptometry service 
was then available to the entire organization and proved a success. 
Recently clerks were added to the group for odd clerical jobs and 
for relief and part-time clerical assistance to the organization. Dur- 
ing the last three months, high optimism over the trend of events 
in Europe reduced drastically the number of applicants for office 
work. Added to this, an increased number of employees left for 
nonessential jobs or to return to their own businesses. Super- 
visors, desperate for help, called for aid of any sort, and the cen- 
tralized calculating section came to the rescue. Whenever an em- 
ployee leaves, we now try to replace him with part-time help, first 
determining that the supervisor really needs that help. 

The calculating section performs a varied number of functions. 
The girls compute payroll earnings from Meilicke charts, extend 
and check customers’ and vendors’ invoices, make cost calculations, 
post statistical data, and operate bookkeeping machines. Through 
the part-time utilization of this section, we have been able to re- 
duce the payroll section from fourteen to six employees. Part of 
this reduction was effected by a change in equipment and system, 
but the services of the centralized section made possible the elimi- 
nation of idle time in the payroll section, and peak periods no 
longer present a problem. 


Summary 

When our emergency service facilities can be consolidated in 
one location, there will be one centralized office service, which will 
include transcription, calculating, filing, stationery, mail and mes- 
senger, and reproductions. Unless our business volume is deflated 
to an unexpectedly low level, I am confident that centralization of 
services is here to stay, and, in fact, that it can be utilized 
profitably in any office having twenty-five or more employees. 
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STEVENSON TROPHY RULES REVISED 


Since 1924 the Stevenson Trophy Competition among 
N. A. C. A. chapters has served as a measure of chapter perform- 
ance and as one of the bases for chapter financing. Over the 
years, competition for the Stevenson Trophy, the Remington Rand 
Trophy (for runner-up position), and the Carter Trophy (for 
the chapter showing the most improvement) has been intense, 
and the awarding of these trophies and the banners to the first 
15 chapters in the standings has been a high point at annual con- 
vention banquets. As an incentive plan and as a measure of 
chapter performance, the Stevenson Trophy Competition has 
been an important factor in the continual growth and development 
of N. A.C. A. 

The rules of the Competition have been changed from time to 
time in an effort to make them more equitable and to improve the 
value of the chapter standing as a measure of chapter performance. 
The rules covering the year 1945-46, which have recently been 
issued to chapter officers and directors, contain numerous re- 
visions developed by a committee consisting of Vice-President 
Klein, Chairman, President Moore, and Secretary Fiske, on the 
basis of suggestions received from chapters. The changes were 
made after a careful review of chapter performance during the past 
six years. While these changes are of primary interest to the officers 
and directors of the chapters, it is felt that other members will 
be interested in the new rules by which the performance of their 
respective chapters will be judged during the coming year. 

Two major changes have been made: 


1. The rules have been so modified that each chapter will 
have an equal opportunity for credit in each activity. 
In the past the larger chapters have found it easier than 
the small chapters to earn points in certain activities; 
while in other activities the small chapters have had an 
advantage. Under the revised rules each chapter should 
have an equal opportunity to earn points in each activity, 
so that chapters may compete on an equitable basis in 
each activity as well as in the Competition as a whole. 
As an example, credit for new membership applications 
and member attendance at chapter meetings have been 
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placed on a quota basis, with quotas adjusted to the size 
and past performance of each chapter. 

2. Credit for certain activities has been increased in recog- 
nition of their increased importance in association affairs 
Thus, credit for chapter news letters, forum letters, and 
study and discussion group meetings has been doubled, 
publicity credit has been increased 50 per cent, and credit 
for publications has been increased 20 per cent. 





COST CURRENTS 











SHort Reports oN ITEMS OF CURRENT INTEREST TO INDUSTRIAL 
ACCOUNTANTS 


Allowability of Special Accountng Procedures in Renegotiation—Revi- 
sion 18 of the Renegotiation Regulations, dated May 4, 1945, includes a 
new paragraph which is designed to clarify the regulations with reference 
to the definition of “profit.” In general it is required by paragraph 1603.302 
that a contractor be renegotiated on the same basis as that used for the 
determination of his income for Federal income tax purposes. The excep- 
tion to this rule is provided for in the new paragraph, 1603.381-6, as follows : 


Special accounting procedures. A contractor or subcontractor with 
whom renegotiation is to be conducted with respect to the aggregate of 
the amounts received or accrued in the fiscal year may..... by agree- 
ment with the renegotiating agency ..... adopt a method of account- 
ing on the annual basis for purposes of renegotiation other than the 
method of accounting employed in determining his net income for Fed- 
eral income tax purposes, provided : 


a. That the adoption of such method of accounting for purposes 
of renegotiation shall be approved in writing by the Chairman of 
the Price Adjustment Board of the Department concerned as being 
necessary in order clearly to reflect the profits attributable to the con- 
tractor’s or subcontractor’s performance in the fiscal year under rene- 
gotiable contracts and subcontracts; and 

b. That the method of accounting as adopted for purposes of rene- 
gotiation will differ from that employed in determining the net income 
of the contractor or subcontractor for Federal income tax purposes 
only to the extent of reporting particular identified items as having 
been “received” or “accrued” or “paid” or “incurred” in a fiscal year 
or years other than the fiscal year or years in which such items 
are deemed to have been “received” or “accrued” or “paid” or 
“incurred” under the accounting method employed in determining the 
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net income of the contractor or subcontractor for Federal income tax 
purposes ; and 

c. That the contractor or subcontractor shall be bound to employ 
in all subsequent renegotiation proceedings the method of accounting 
so adopted for purposes of renegotiation, except with the written 
consent of the Chairman of the Price Adjustment Board of the De- 
partment to which the contractor or subcontractor is at the time 
assigned for renegotiation. 

* * * * * 

Speeding Up Contract Settlements and Plant Clearance—The Army 
and Navy call attention to recent regulations, or amendments to regulations, 
which are designed to speed up contract settlements and plant clearance. The 
first concerns a specific $10,000 settlement delegation. According to the 
revised JTR the Services are authorized to delegate to any contractor, whose 
organization is capable of the job, specific authority to make final setile- 
ments of-all subcontractors’ claims of $10,000, or less. The contractor must 
request this authority. 

The second settlement provision is contained in Regulation No. 6 of the 
Office of Contract Settlement and provides for an automatic $1,000 delega- 
tion. All war contractors may make final settlement, on Form la, of all 
termination claims amounting to $1,000 or less, which are submitted to them 
for approval. Such claims need not go to the War or Navy Department 
contracting officers if the contractor making the claim agrees to keep his 
termination inventory. This procedure is automatic and does not require 
prior authorization. 

Both of these provisions are designed not only to speed up settlements but 
also to facilitate quicker plant clearances. For example, under the $10,000 
settlement delegation the contractor has the right to approve the subcon- 
tractor’s retention or sale of inventory. This approval, in the absence of 
fraud, is final and binding on the Government. 

* * * a * 

CPFF Contracts—Allowability of Employees’ Transportation, etc., 
Expenses—A recent decision of the Comptroller General of the United 
States concerns the allowability of a contractor’s expenditures for trans- 
portation, etc., of employees transferred from a company-owned plan to a 
new plant operated by the company under a war contract. In the case in 
question not only were old employees shifted to the new plant, but new 
employees, hired for the new plant, were trained at the old plant and then 
transported at the company’s expense to the new plant. The decision 
disallowed the expenses in the latter case, in the absence of prior approval 
from the contracting officer. The opinion reads in part as follows: 

The provisions of the cost-plus-a-fixed-fee contract authorizing reim- 
bursement of the contractor’s expenditures for the transportation, etc., 
of employees “transferred” to or from the plant operated under the con- 
tract are applicable only to employees in a regular duty status for the 
contractor prior to assignment to the contract operations, and have no 


978 











Ju 








45 


BF8ag 


my 
ns, 


the 


ile- 
ust 


the 
ga- 
all 

















June 15, 1945 N.A.C. A. Builletin 





application to new employees specifically hired for work under the con- 
tract, including those reporting for work at the contract site after under- 
going preliminary training at one of the contractor’s plants—the cost of 
transportation, etc., of such employees being personal expenses incident 
to employment, in the absence of an agreement or understanding other- 
wise. * & u * = 

OPA Cost Study in Steel Industry—The “Statement of Considerations” 
issued by the Office of Price Administration in connection with its recent 
action in granting price increases to the steel industry is of interest for two 
reasons. First, it affords a good illustration of the basic principles underlying 
current price administration and, second, it emphasizes the importance of 
accounting and cost data in the work of the OPA. 

The price increases were granted on the basis of product standard rather 
than the “industry earnings standard.” In applying the latter standard the 
OPA analyzed steel companies’ earnings from 1936 to date on the basis of 
(1) ratio of net income to net worth and (2) ratio of net income to sales. 
Since in both respects the results since 1939 were reported to be better than 
during the base years, 1936 to 1939, it was held that this standard could not 
serve as a basis for relief. 

The “product standard” was then applied, According to it the maximum 
prices for a particular product or line of products are not deemed generally 
fair and equitable unless they cover the out-of-pocket costs for the industry 
generally. This standard was applied to cost information submitted by the 
steel industry, covering approximately 85 per cent of the industry’s ingot 
capacity. 

Total costs for individual products were adjusted for: 

1. Selling and admistrative expenses. 

2. Excess of amortization of emergency facilities over estimated actual 

depreciation. 

3. Any excess of the transfer price at which materials were charged to 
finished products over cost for raw materials transferred between affili- 
ates of an integrated steel company. 

In order to determine the total amount of the price increase ‘required by 
law to be granted to the steel industry on carbon steel products, the follow- 
ing procedure was applied, using the adjusted cost data: 

1. The weighted average sales realization was compared with the weighted 
average manufacturing cost for each product in the sample to determine 
the average profit or loss for the product. 

2. The total loss dollars in the sample was then determined by multiply- 
ing the loss per ton on each product by the number of tons. ~ 

3. The total loss dollars were then distributed among the loss products 
in order to determine the necessary price increases. 
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